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ABSTRACT 
Realisation of the importance of real estate asset strategic decision making has 
inspired a burgeoning corporate real estate management (CREM) literature. Much of 
this criticises the poor alignment between strategic business direction and the 
‘enabling’ physical environment. This is based on the understanding that corporate 
real estate assets represent the physical resource base that supports business, and 
can either complement or impede that business. In the hope of resolving this 
problem, CRE authors advocate a deeper integration of strategic and corporate real 
estate decisions. However this recommendation appears to be based on a relatively 
simplistic theoretical approach to organization where decision-making tends to be 
viewed as a rationally managed event rather than a complex process. Defining 
decision making as an isolated event has led to an uncritical acceptance of two basic 
assumptions: ubiquitous, conflict-free rationality and profit maximisation. These 
assumptions have encouraged prescriptive solutions that clearly lack the 
sophistication necessary to come to grips with the complexity of the built and 
organizational environment.  
 
Alternatively, approaching CREM decision making from a more sophisticated 
perspective, such as that of the “Carnegie School”, leads to conceptualise it as a 
‘process’, creating room for bounded rationality, multiple goals, intra-organizational 
conflict, environmental matching, uncertainty avoidance and problem searching. It is 
reasonable to expect that such an approach will result in a better understanding of 
the organizational context, which will facilitate the creation of organizational 
objectives, assist with the formation of strategies, and ultimately will aid decision.  
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1. Introduction 
It is widely recognised that real estate decisions represent some of the most 
significant investments that an organization has to face (Bon, McMahan et al. 1998; 
Bootle and Kalyan 2002). However there is no real consensus and clarity on what 
problems such decisions should solve and who should make them. Traditionally, the 
role of corporate real estate officers has been to use capital efficiently and to reduce 
occupancy costs, while CRE decisions have been purely financial, not considering 
how real estate could also enhance flexibility, productivity, and ultimately enhance 
corporate business objectives. In 1989, Gale and Case conducted a study of thirty 
major American corporations across different industry sectors and showed that 
“executive attitudes toward real estate and the manner in which the real estate 
function is organized reflect an ambivalence toward corporate real estate resource 
management which results in underutilization of corporate real estate resources” 
(1989:26).  
 
Even if generally more than 25% of corporate assets are in real property, and 
occupancy costs represent 40% to 50% of net operating incomes (Zeckhauser and 
Silverman 1983; Bell 1987; Miles, Pringle et al. 1989; Veale 1989; Varcoe 1993; Bon, 
McMahan et al. 1998; Bootle and Kalyan 2002), it was not until the mid 1990s that 
expectations about the role and contribution of real estate assets changed. It was 
over that period that property started to be considered a resource and a principal 
factor of production that had to be made to work and to account for itself (Dockworth 
1992; Balch 1994; Transfield and Akhlaghi 1994). CRE strategy had to be integral of 
corporate strategy, with appropriate risk analysis and management strategies jointly 
developed by the corporate real estate executive and the highest management level 
to assess the viability of strategies that could allow for greater flexibility and 
occupancy cost reductions – essential objectives for successful business models.  
 
Finally, over the last few years organizations have been urged by a growing number 
of researchers to select benchmarks that account not only for the financial 
characteristics of properties but also for the business goals of the company (Krumm 
2001; Roulac 2001; Timm 2004). As Noha stated “benchmarking requires both a 
clear understanding of the physical and financial characteristics of the existing real 
estate portfolio, as well as a sound knowledge of the company’s underlying business 
objectives and strategy. Identifying opportunities is impossible without the first, 
interpreting the results is impossible without the second” (Noha, 1993:512). In other 
words, viewing real estate assets in primarily financial terms seems to be very 
important (Etter and Caldwell 1995) and complex (Pyhrr, Roulac et al. 1999), but also 
quite reductionist. Table_1 shows the evolution of CRE emphases throughout the last 
four decades. 
 
TABLE 1 – Evolution of CRE Emphases 
CRE Era Years Mgmt. Awareness Management Orientation Corporate Real Estate Role
Custodial Pre-1970 Limited Being neglected Facilities administration 
Entrepreneurial 1970-1985 Growing Growth, expansion, 
diversification 
Active in real estate business: 
development subsidiary, 
create space; joint venture 
Administrative 1985-1995 Efficiency / Cost Cost reduction, performance 
enhancement, downsizing, 
reengineering 
Outsource, benchmark, 
financial assessment 
Managerial 1995-2002 Effectiveness Growth, change, 
differentiation 
Develop systems for process 
and service 
Strategic 2002 Efficacy: Crucial 
resource 
Competitive advantage 
 
Creating compelling places to 
work and shop 
Source: Roulac (2001:133) 
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The CRE literature seems now to agree that organizations should use both property 
and industry related benchmarks when comparing different CRE decisions and 
possible real estate portfolios. And, although the difficulties of identifying and 
measuring benchmarks for ‘flexibility’ and ‘productivity’ are apparent, researchers 
state that understanding the facility “as the intersection of the physical building and 
the processes that take place within it” (Brackertz, 2004:1) should become a top 
priority of CRE managers. The prescriptions to achieve the much-needed alignment 
between business strategic direction, organizational structure, work processes and 
the enabling physical environment are usually of three kinds: to link real estate 
decisions to corporate strategy, to proactively manage functional space as a 
business resource, and finally to develop conceptual frameworks, management tools 
and control systems capable of integrating business resource management to the 
provision and management of the corporate operational assets. 
 
The CRE literature seems lacking a solid management theory behind. Decision-
making for CRE researchers appears to be a conceptual and logical event resulting 
from consequential, preference-driven choice. According to them, any problem can 
be solved by studying all alternatives and their consequences, understanding the 
issue, singling out important decisions, and prescribing rules for arriving at them 
(Ansoff 1969). When discussing organizational objectives in relation to corporate 
property, CRE authors prefer prescriptive approaches of strategic decision-making 
over investigating how, why and where decisions are made. A number of recent 
studies (Apgar IV 1995; Carter 1995; Manning and Roulac 1996; Brackertz 2004) 
have shown an increasing appreciation for extremely practical methodologies such 
as the Balanced Scorecard (Kaplan and Norton 1993), regarded as “the most 
influential of the ’new’ approaches to performance measurement in recent years” 
(Brackertz 2004:3). 
 
 
2. The need to link real estate decisions to corporate goals 
Although recent years have witnessed researchers’ recognition of the increasing 
importance that CRE can, and should play, in furthering a company’s overall 
business strategy to include enhancing organizational communication, efficiency, 
core competencies, culture and corporate identity (Roulac 2001), not many studies 
have shown organizations succeeding in the implementation of these ideas. Actually, 
most of the surveys revealed the lack of knowledge and understanding of relating 
real estate assets to the overall business strategies and confirmed that companies 
generally make real estate decisions without having a clear picture of the 
organizational needs (Nourse 1990; Arthur Andersen 1993; Apgar IV 1995; 
Rodriguez and Sirmans 1996). In a survey of thirty-two CEOs across different 
industry sectors conducted by Gibson (1994), real estate assets were regarded as 
important, but their performance was also described as comparatively 
“uncontrollable” as a means of impacting upon business performance. Just a year 
before, a much larger study had been conducted by Arthur Andersen (1993) to 
investigate CRE strategic management practices in support of corporate businesses. 
The results of the survey, comprising the feedbacks of seven hundred senior 
management and real estate executives, confirmed the huge need of more effectively 
aligning real estate practices with corporate goals.  
 
CRE researchers argue that the primary cause of failure in the alignment is the idea 
– still deep-rooted today – that real estate is a support activity and not a part of the 
core business. Because of this, CRE decisions simply respond to the core business 
strategy instead of helping craft it (Osgood Jr 2004). The table below (Table_2) 
shows the five progressive levels of corporate real estate function sophistication, 
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each one having increasingly greater impact upon a company’s ROI (Cameron and 
Duckworth 1995; Lambert, Poteete et al. 1995) and highlights how only CRE 
decisions at the Intrapreneur and Business Strategist levels can provide competitive 
advantages and contribute to the overall business strategy. 
 
 
TABLE 2 – The Five Progressive Levels of CRE Function Sophistication 
 
Enterprise Management Function Levels of 
CRE Operations Markets HR Finance Strategy Broad Description 
Taskmaster √     Procure cost-efficient facilities 
Standardize space needs to minimize 
facility occupancy costs Controller    √ √ 
Creative space-needs, problem-solving 
and negotiation re specific assets Dealmaker   √ √ √ 
Provide real estate services as a 
competitive service provider Intrapreneur √ √ √ √ √ 
Integrate workforce, workplace and 
technology trends into overall business 
strategy 
Business √ √ √ √ √ 
Strategist 
Source: Adapted from Manning and Roulac (1996:393) 
 
Following this way of thinking, CRE authors suggest that the only solution to properly 
align real estate decisions and corporate strategy is to bring real estate managers to 
the core business strategy table and to establish meaningful dialogue (Then 2000; 
Roulac 2001). However, it is only upon successfully demonstrating to senior 
management how CRE strategy can be integrated with and contribute to business 
strategy that real estate planners will be invited to participate in business strategizing 
at the overall corporate level (Manning and Roulac 1996) and the difficulty in 
demonstrating the effects of CRE decisions on overall business performance is that 
generally real estate practitioners and senior corporate management speak two 
different languages. The survey conducted by Arthur Andersen in 1993 showed the 
inability of CRE executives and business managers to communicate due to different 
performance measurement criteria: while senior management cited “business return 
on asset” as the most meaningful KPI (Key Performance Indicator), CRE executives 
were communicating performance in real estate terms – capital and/or rental growth, 
income return, internal rate of return (Joroff 1992; Noha 1993). 
 
Real estate measures are of course meaningful for the financial performance of a 
property but a completely different type of indicators is necessary to calculate its 
operational performance. Carter (1995) states that real estate performance 
measures: “say very little about the performance of operational property. Practice 
developments in recognition of operational property requirements have led to some 
assessments along the lines of ‘cost per square foot’, but this portrays only one side 
of the performance equation. It is necessary to expand performance evaluation from 
the single view of property as a cost item to also include a perspective upon property 
as a revenue item.” Carter’s statement is supported by Scott’s (2004) description of 
the capital allocation process with its focus on the profit-and-loss (P&L) impact of 
money spent and the survey by Gale and Case (1989) in which 93% of the 
interviewed organizations treated real estate units as cost centres and just 38% 
reported real estate assets as either a source of profits or cash flows. 
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In conclusion, the CRE literature argues that meaningful communication between 
real estate managers and senior executives can be achieved only through the 
identification of benchmarks or KPIs that: convey return on asset, look at a property 
as a cost/revenue item, and are both quantitative and qualitative in nature. 
 
 
3. Difficulties of Aligning Managerial and CRE Performance 
Measures 
 
The prescriptions of CRE theory to align with strategic decision face four main 
impediments: the difficulties of collecting and processing information necessary to 
make informed CRE decisions, the limited influence of the real estate function, the 
implications of multiple organizational goals, and the implications of managerial 
rationality. 
 
 An idealistic view of information gathering and processing 
The CRE literature argues that in order for the alignment of goals to be 
successful, real estate managers need to have meaningful communication with 
senior corporate management. In other words, the real estate department has to 
change the parameters used to discuss the performance of real estate assets 
and has to start using a terminology that is understandable by senior 
management, such as increased revenues or cost savings. The new set of KPIs 
proposed by the literature to solve this challenge are based on complex cause-to-
effect relationships (Bon, McMahan et al. 1998) that require constant 
communication across departments and vast amounts of information collected 
and shared on a regular basis. Examples of such new KPIs include the 
acquisition of new customers due to a change in location, the increase in 
response speed to customers due to a different internal layout, a reduction in 
employees turnover that would result from space per worker increases, etc. 
 
The use of new KPIs to monitor the performance of real estate assets could be 
beneficial to organizations, but conceptualising firms as flawless dynamic 
systems, in which information gets constantly shared across departments to 
accomplish organizational objectives, appears to be quite idealistic. What could 
be the case instead, is that organizations might use specific KPIs, similar to the 
ones previously described, to resolve imminent problems within single 
departments (e.g. sales, IT, HR). Under these circumstances, communication 
would occur just between real estate officers and the department experiencing 
problems deemed important by the dominant coalition (e.g. need to increase 
customers base, increase response speed to customers, reduce turnover rate). 
These assumptions, although still subject to further investigation, are consistent 
with Cyert and March’s (1992) theories that the direction of information search is 
affected by the nature of the problem at hand and the location in the organization 
of the search process, while the intensity of information search is affected by the 
extent to which goals are achieved and the amount of organizational slack in the 
firm. 
 
 
 Corporate Real Estate: a separate function or the foundation for a systems 
perspective? 
Under the old view of the real estate function, the organization seemed to be 
centred on basic principles of classical theory such as the division of work, and 
remuneration of personnel. On the other hand, the more recent idea of linking 
real estate decisions to corporate strategy suggests that the unit of analysis has 
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changed from a single department to the whole of the firm. In other words, CRE 
authors now argue for a system view concerned with problems of relationships, of 
structure and of interdependence in which all elements are interconnected. They 
seek to understand the inter-relationships among departments within the 
organization as well as between the organization and its external environment. 
For Gibler, Black at al. (2002), real estate choices should be made with 
consultation and coordination with other important business units such as 
marketing, information systems and human resources. 
 
Perceiving the organization as a dynamic system gives credit to CRE 
researchers. However their strongest argument is to have CRE decisions to be 
discussed at the Board level, hence limiting the importance of other 
organizational departments and decisions (e.g. the IT department could also 
contend that their internal decisions are strategically crucial for the survival of the 
overall organization). From these considerations, the researcher has strengthen 
his opinion that CRE authors push towards CRE decisions to be discussed at the 
Board level because they consider organizations to be structured hierarchically. 
 
Furthermore, the system view put forward by the CRE literature appears to be 
centred on the real estate function (or real estate process), while according to 
Carnegie School theories the organization is an information-processing and 
decision-rendering system structured around the demands of the dominant 
coalition – which is doubtfully represented by the real estate department alone. 
Recent CRE theories agree with the existence of multiple organizational 
objectives and state that the real estate function can support all of them. What 
they fail to consider are the potential conflicts generated by such a variety of 
departmental goals and the sequential order to pursue them that derives from the 
interaction of power coalitions. If the real estate function can really support all 
other departments, as CRE authors assume, then the objectives to be pursued 
will not belong to the real estate function itself, but rather to the other 
departments. In particular, the human resources department will be interested in 
providing the best possible office space to employees, the production division will 
request space to facilitate operations, the sales department will be most 
interested in offering a large open space to the clients, and the ICT division will 
push for flexible and innovative designs, but only the most powerful coalition will 
see its objectives pursued.  
 
 
 Goal setting and the management of decisional processes  
The stance of the CRE literature is that, although affected by the individual 
participants, business firms do have objectives which are distinct from individual 
objectives of the participants. They are profit-oriented goals, set by the firm’s 
current and past performance, the total resources available, and the opportunities 
in the external competitive environment, aiming at optimizing the efficiency of its 
total resource conversion process (Gibler, Black et al. 2002) and therefore 
maximizing shareholder wealth (Manning, Rodriguez et al. 1999). The 
perspective of the Carnegie School instead is that organizations do not have 
objectives, only people have them. The objectives of a firm are in reality a 
negotiated consensus of objectives of all the stakeholders – managers, workers, 
stockholders, suppliers, vendors. Such consensus is negotiated by the influential 
participants and it is renegotiated as it becomes unstable because of changes in 
power positions or in outside business conditions.  
 
According to Cyert and March (1963), since every organization is made of a 
number of people and departments with different goals, the organization itself has 
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to face multiple targets, which are generally tackled in a sequential order starting 
with the most pressing ones and relegating the development of long-term 
strategies to the end. This view is very close to that of some CRE authors, who 
recognise the existence of a number of corporate driving forces or goals (Roulac 
2001). Nourse & Roulac noted that “…whereas management theorists assert that 
corporations should concentrate on a single primary value, theme or driving force 
(Tregoe, 1980), the multiple factors concerning products and markets that need 
to be supported by real estate often mandate multiple rather than single real 
estate strategies.” (1993:479). 
 
In 1963, Cyert and March identified five major goals: production, inventory, sales, 
market share, and profit. These are outlined in Table_5 and are not so different 
from the Corporate Driving Forces previously described in Table_3. Both tables 
talk about improving the organization’s production or selling processes, seeking 
new opportunities to fulfil growth objectives, and increase returns. The 
differences between the two perspectives are that according to Carnegie School 
theories the goals often conflict with one another and are considered one at the 
time. CRE authors instead do not make such considerations and seem to imply 
that the real estate function, which lacks of strong individual goals, can support 
the other organizational objectives all at once. 
 
According to Cyert and March, the set of goals pursued by a firm is dictated by 
the composition of the organization’s dominant coalition. The CRE literature 
seems to overlook the themes of organizational power and politics in decision-
making: merely advocating that CRE be part of the strategic decision process is 
probably insufficient. If real estate managers want to participate in the goal 
negotiation process, then they have to be co-opted into the dominant coalition of 
the organization, or failing that they could align the real estate function with a 
powerful coalition member.  
 
Another debatable issue is linked to the idea suggested by CRE authors of using 
CRE strategies to maximize shareholders wealth or efficiency (Manning, 
Rodriguez et al. 1999; Brown 2001). In this instance, the literature does not 
recognize the limitations of bounded rationality and the idea of satisfying. In 
contrast with the concepts of maximization or optimization, is in fact the idea of 
programming the approach to successive similar problems along a narrower 
more recognized course with fewer alternatives in a routine way. This alternative 
way of thinking, linked to the notion of bounded rationality and used to describe 
choosing an option that is intended not to maximise values but to be “good 
enough”, stems from the theory of satisfying (Simon 1957; March and Simon 
1958), considered the major contribution of Simon to decision-making theory 
(Brown 2004). The viability of maximizing efficiency or shareholders wealth is 
also brought into question by Kahneman and Tversky (1979), whose studies 
proved that the human perceptual apparatus is accustomed with the evaluation of 
changes or differences rather than the evaluation of absolute magnitudes. 
 
 
 Risk, choice sets and managerial rationality 
Although, in many organizations CRE is still about procuring effective solutions, if 
not just cost-efficient facilities (Roulac 2001) some authors argue that today real 
estate assets are starting to be handled strategically as crucial resources to 
achieve and sustain competitive advantage. When that is the case, managers 
concentrate on hard data in order to come up with ideal solutions to problems, 
hence it is argued that strategic planning skills and business knowledge are the 
keys for real estate managers to be effective in the future (Gibler, Black et al. 
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2002). Brown (2001) reinforces this view suggesting that CRE managers should 
focus on administrative decisions – concerned with structuring the firm’s 
resources in a way which creates a maximum performance potential – and 
operating decisions, the object of which is to maximize profitability. In other 
words, the CRE literature makes a case for revolutionary changes in real estate 
practices to maximise goals, even when there are not visible problems with the 
existing practices (Then 2000). “There is no cookbook or mass-production 
approach to strategy. Choices do not naturally appear on the strategic horizon. 
They must be found” (Brown 2001:98). 
 
Are these expectations realistic? According to Carnegie School theories, as 
previously discussed (section 2.2.1), the searching process for solutions is 
problem-directed, hence motivated, simple-minded, and biased. It follows that the 
search for understanding prescribed by the CRE literature is rather optimistic and 
very unlikely to occur in the real world. What behavioural theories suggest 
instead is for managers to primarily focus on soft data to build and maintain 
dynamic yet harmonious human relations. Managers in fact do not need to fully 
understand organizational problems since firms already rely on established 
routines (Nelson and Winter 1982), are adverse to risky solutions (Kahneman 
and Tversky 1979) and only seek a single satisfactory solution for each problem 
(March 1997). In this context routines are considered to be standard operating 
procedures or cognitive regularities (March and Simon 1958; Cyert and March 
1992; Cohen 1991) used to reduce uncertainty, make and implement choices. 
 
 
4. Conclusions 
CRE authors have developed a prescriptive theory of CRE decision-making that 
relies on functionalist principles. This has led to consider decision-making as a 
rational event. Such a stance has caused the literature on CREM to be detached 
from organization theory and to ignore the processual aspects of organizational 
decision-making frequently observed in organizations (problemistic search, intra-
organizational conflict, bounded rationality, risk avoidance, etc.) The review of the 
literature identifies a number of gaps and weaknesses in CREM prescriptive theories 
of decision-making.  
 
Contrasting the prescriptive CREM theories with the more descriptive approach 
developed by Carnegie School researchers provides an opportunity to explore these 
gaps and weaknesses. Behavioural theories are concerned with studying the 
processes of managerial business decision-making, either individually or in groups. 
According to them, much of the decision-making behaviour we observe reflects the 
routine way in which people seek to fulfill their identities, rather than evaluating 
alternatives in terms of their consequences. As indicated by March (1997:17), “much 
of the behaviour in an organization is specified by standard operating procedures, 
professional standards, cultural norms, and institutional structures linked to 
conceptions of identity.” Such rules define the type of decision that is expected to be 
taken in a particular situation by a particular person.   
 
It is not the researcher’s intention to condemn current CRE literature or to argue 
against strategic decision-making but a consideration has to be made about the fact 
that one or two CRE authors (Gibson and Lizieri 2001; Roulac 2001) briefly 
acknowledge the difficulties of implementing integrated strategies, while the majority 
are only concerned about drawing attention to the large potential opportunities for 
competitive advantage that could come from the effective implementation of rational 
strategic decision-making for CRE. The principal merit of CREM research to date has 
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been to highlight that corporate operational real estate assets represent the physical 
resource base that supports any business. Real estate assets are very important in 
the definition of an organization and any mismatch between structure, processes and 
competencies in any organization can potentially lead to a situation where the 
utilisation of operational real estate assets is sub-optimal. The critical discussion from 
the perspective of the Carnegie School theories however highlights that a robust 
conceptualisation of CREM and CRE decision-making requires a richer perspective 
that incorporates a process view of decision-making, and accommodates the 
complexity inherent to such choices. 
 
The literature on CRE seems based on a theory of unlimited, conflict-free rationality, 
and efficient adaptation. On the other hand, the foundations of behavioural theories 
applied to large and complex organizations, whose major functions are performed by 
different divisions more or less coordinated by a set of controlled procedures, are 
very different. According to behavioural theories of the firm, organizations set targets 
and look for alternatives that satisfy those targets, rather than looking for the best 
imaginable solution. Secondly, behavioural theories emphasise the importance of 
specifying the process of organizational adaptation, because of the ways in which the 
match between an environment and the rules followed by organizations may be slow 
to evolve. And finally, it is the assumption of behavioural theories that consistency 
between the interests of the organization and the interests of subgroups and 
individuals is continually being negotiated and difficult to sustain. Intra-organizational 
conflicts are a reality and it would be too naïve to assume that decision makers strive 
for a common goal or that decision rules are known and accepted by everyone 
involved. 
 
The researcher acknowledges the existence of other more recent models used to 
describe decision making processes (Thompson 1967; Weick 1979; Quinn 1980; 
Starbuck 1983; Grandori 1984; Hickson, Butler et al. 1986; Johnson 1987) and the 
choice of Cyert and March (1992) has not been based on a belief that their model is 
necessarily the best. On the other hand, their behavioural theory of the firm allows to 
divide the process of decision-making along clear lines that describe the creation of 
organizational objectives, the formation of strategies, and the selection of decisions, 
and to identify the variables that affect each one of the three phases (Figure_2). 
According to Cyert and March (1963), an organizational decision is in fact “ the 
execution of a choice made in terms of objectives from among a set of alternatives 
on the basis of available information”. 
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FIGURE 2 – Basic Concepts in the Behavioral Theory of the Firm 
 
 
By having a clear list of the elements that characterize decisional processes, I was 
then able to compare the theories of the CRE literature with the Carnegie School 
theories and to ask more specific questions about CRE decisions. Considering 
decision-making purely as an event has led CRE authors to assume a smooth 
decision-making process and to limit their attention to choices disregarding the 
definition of goals and the formation of expectations. On the contrary, Figure_3 
shows that a process view of decision-making also considers other important 
variables such as conflict, uncertainty, search, and learning. 
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FIGURE 3 – A Process View to Decision-making 
  
Quasi-resolution of 
conflict 
Uncertainty avoidance Problemistic search 
 
Organizational 
learning 
    
Goals as independent 
constraints 
Feedback-react 
decision procedures 
Motivated search Adaptation of goals 
Simple-minded search Adaptation in attention 
to rules Local rationality Negotiated environment Bias in search 
Acceptable-level 
decision rules 
Adaptation in search 
rules 
Sequential attention to 
goals 
    Observe feedback 
from environment
Is there 
uncertainty?
No 
Source: Cyert and March (1963:175) 
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